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THE PROBLEM OF TAX REVISION 


HE need for a program of tax revision has become 

of increasing importance to business management. 

The amount of the tax load assumes new importance 
under the role that business enterprise must take in the 
winning of the war. Huge increases in our cost of govern- 
ment, more and more of which must be paid by taxes, 
create only one of the problems. Other immediate and 
long-term factors must be appraised. Among these factors 
are (1) the effect of the creation of aew taxable property 
in some communities and the loss of taxable property in 
others resulting from the shift to production for war pur- 
poses; (2) the loss of tax revenues, resulting from the 
establishment of priorities and the rationing of the sale of 
certain commodities which were large tax producers; (3) 
long-term implications of fixed and semi-fixed tax costs 
which must be provided for under new conditions of 
management; and (4) the influences of external controls 
over the cost of materials and labor, prices and profits. These 
new factors place a compelling emphasis on the amount 
and nature of the tax charge and the steps required to 
minimize their effect. 


The taxes which industry must pay may be grouped into 
three general classifications: (1) those which are related 
to income or production; (2) those which, though related 
to income and production, are more directly related to 
employment; and (3) those which represent relatively fixed 
costs, the amounts of which are not dependent upon earn- 
ings or production, and which must be paid whether 
business is earning a profit or operating at a loss. 


Taxes of the first and second type are generic in char- 
acter in the sense that they affect all business enterprises 
in much the same manner. 


Taxes of the third type, a large proportion of which is 
levied by state and local units of government, are of indi- 
vidual concern to management. The amount of these taxes 
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is affected by many factors. Amgng these are the nature 
of the tax laws, the“spehidifigvhabits of the state and the 
local communities, the assessment policies of local officials 
and the effect of local and state prejudices. 


It is the taxes of this third type which over a long period 
may create the most acute tax problems. The amount 
varies little in relation to sales, production or profits, and 
payment must be made even in the years when production 
has fallen to a point where losses result. 


Taxes of all kinds are certain to take a larger percentage 
of the total income of business. In addition, factors for- 
merly within the sphere of management but now subjected 
to a measure of outside control will tend to make other 
costs less elastic and further to restrict earnings. The result 
of all of these influences is to give a greater emphasis to 
the necessity for measures which will have as their purpose 
the control of fixed cost charges represented by taxes. 


THE SIZE OF THE REVENUE PROBLEM 


The recent war budget submitted by the President for 
1943, in the amount of $59 billion exceeded anything the 
nation has ever known. Less than two months have passed 
since it was announced, but additional needs have already 
made these estimates obsolete. With the inclusion of $6.7 
billion for merchant ships on February 17, the total of 
authorizations and appropriations for defense and war pur- 
poses for 1941, 1942 and 1943 was raised to $142 billion. 
The 1943 budget calls for the financing of $23.5 billion 
by taxes, leaving $35.4 billion to be borrowed. Of the 
amount to be raised from taxes, corporate income and 
profits taxes are expected to provide $6.6 billions; indi- 
vidual income taxes $5.4 billion; excise taxes $3.4 billion 
and miscellaneous revenues $1 billion. New taxes would 
be levied for an additional $7 billion. Undoubtedly a large 
proportion of this amount will have to come from corporate 
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and individual income taxes. An increase in Social Security 
taxes of $2 billion was also suggested. 


While the immediate effect of this huge tax load is not to 
be minimized, it will be offset to some extent by increased 
earnings during the period of accelerated spending for 
armaments, It is the impact on industry over a long term 
that is likely to be most severe. The final effect cannot 
be foreseen. To gain perspective, it is essential that other 
elements new to our economy be considered in their rela- 
tionships to the over-all tax load that business must carry 
to maintain both the unusual and the usual functions of 
government. 


The State Tax Problem 


Business enterprise is a major participant in the revenue 
sources of three levels of government — federal, state and 
local. The rapid increase in both the type and amount of 
taxes at the federal level have caused these latter to over- 
shadow the taxes levied by the state and local units of 
government. Yet, prior to 1941, a war production year, 
the aggregate state and local tax collections exceeded the 
federal in every year since 1921. Expenditures of state 
governments have expanded very rapidly and tax collections 
of state governments have increased from $858 million in 
1922 to $3,875 million in 1940. In the same period federal 
taxes increased from $3.5 billion to $5.6 billion. The in- 
crease in state revenues was the result, to a very large 
extent, of new types of taxes — many levied on business. 


The amount and character of these new state taxes may 
now be affected by (1) the pressing necessity of the 
Federal Government to extend its sphere for taxation pur- 
poses more and more into fields heretofore reserved to the 
states; (2) the shift of industry, geared to needs of war- 
time production and to the needs for strategic location; 
and (3) the drying up of large sources of tax revenue by 
the necessary restrictions imposed on the sale of certain 
cornmodities. 


The Local Tax Problem 


The relatively fixed cost burden on business resulting 
from local taxes is all too often overlooked. Not readily 
allocable to business enterprise in each of the 175,000 
units of local government, local taxes on business have been 
either ignored entirely or else pigeonholed in such unre- 
lated categories as to be unrecognizable. These local taxes, 
consisting largely of taxes on property (estimated at 92.1% 
of all local taxes in 1938), have exceeded $4 billion in 
every year since 1926. Despite increases in state aid, shared 
taxes, et cetera, local taxes in 1940, amounting to $4.9 
billion, were higher than in any year in history except 
1930 when they amounted to $5 billion. There was a drop 
in total local tax collections from 1930 to 1934 but this 
was accounted for partially by tax delinquencies and in- 





creases in shared taxes collected at the state level rather 
than by tax relief on business concerns. Since 1934 there 
has been a gradual, but steady, increase. 


Other External Controls Affecting The Scope Of 
Management 


The increase of the tax load on industry and the exten- 
sion of governmental controls over its internal affairs in the 
last decade were the inevitable results of the expanding 
activities of government. On the one hand, these expanded 
activities have meant increased costs and higher taxes and, 
on the other, the Federal Government’s adventures into 
economic and social fields have meant a limitation of man- 
agement’s control over the normal costs of operation. The 
costs of materials, services and labor — and now prices — 
are subject to a measure of govenmental supervision. Profits, 
too, must run the gauntlet of both the government’s need 
for more revenues and a more highly socialized govern- 
mental philosophy towards profits as such. 


An appraisal of the steps necessary to formulate a realis- 
tic program for tax revision requires an analysis of the 
salient characteristics of the ten-year period prior to the 
war that have caused the increased taxes and the extension 
of governmental controls. These include: (1) failure to 
adjust normal activities of government to the ability of 
business enterprise to support them; (2) expansion of 
governmental activities to provide for many additional needs 
or wants of people in such a period; (3) the assumption 
by the Federal Government of all, or part of, the costs 
of many state and local activities; and (4) the expansion 
of functions to include controls only remotely related to 
what was formerly accepted as the normal sphere of 
government. 


The dual effect of these factors on the tax load of in- 
dustry and on management have been noted. They suggest 
the problems to be met in any future period of a similar 
nature and, at the same time, have compromised the ability 
of management to take the protective measures necessary 
to survive another such period. They are a challenge to 
management in the formulation of its policies to meet the 
inevitable problems which another period of low earnings 
and deficits will create. 


We are now in a period of expanding production and 
gradual inflation. A huge expansion of our federal debt is 
certain. At the same time, inflation would mean a corres- 
ponding increase in the cost of normal activities of govern- 
ment, many of which are paid in the form of fixed-cost 
taxes. The tax problems in a future period of business 
depression are thus augmented by the direct threat of an 
enlargement of the tax load due to foreseeable circum- 
stances. Furthermore, expansion of the federal debt now 
carries the definite implication that the costs of future 
depression activities of government may be financed to a 
larger extent through taxes. 
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Former Measures Of Protection 


The cyclical fluctuations in profits and the serious im- 
pact of fixed costs may have been anticipated in previous 
periods by astute management free to build protective re- 
serves. This freedom of management to pursue a policy 
which anticipates such costs is an essential element in the 
ability of an industry to survive as a free enterprise. It is 
axiomatic that if an established business enterprise is to 
survive it must pay for its materials and services and the 
cost of its labor, provide for replacement of its plant and 
machinery and sell its products in sufficient quantity and 
at a price to enable it to meet charges for interest and 
taxes, provide for expansion and a reasonable payment to 
those who have risked their money in the enterprise. Keep- 
ing these elements in balance has been the risk of manage- 
ment and success has been rewarded with a profit. 


The limits now placed on the scope of management make 
it more and more difficult to keep these elements in balance. 
These external restrictions accentuate the importance of 
adopting a new approach that will minimize the impact of 
fixed cost charges. If the narrowing scope of management 
limits the use of traditional methods for anticipating certain 
tax costs, then the need to give more consideration to the 
factors which will determine the amount of such tax costs 
becomes a vital concern. 


New LIMITs ON BUSINESS SAVINGS 


In respect to the prospect of increased production and the 
stimulus which helped bring it about, the year 1916 was 
in Many ways comparable to the year 1940. In each of the 
two years the tempo of industrial activity was accelerated 
by the markets for armaments abroad and the requirements 
for building up our military strength at home. Each was 
followed within a year by our involvement in war. With 
only minor recessions the 1916 activity, stimulated by our 
active participation in the war in 1917 and 1918, continued 
until 1929. National income produced grew from $38.7 
billion to $79.5 billion. Total tax collections rose from 
$2.7 billion to $9.8 billion, and accumulated business sav- 
ings for the period were $46 billion. 


The year 1940 marked the commencement of a new 
period of higher production. From 1930 to 1938 each year 
had resulted in negative savings for business. The total 
negative savings were $41.4 billion. Total taxes increased 
to $14.1 billion in 1940 compared to $9.8 billion in 1929. 
In 1940, by contrast with 1916, heavier savings (not in- 
cluding agriculture) amounted to only $750 million. 


The accumulated business savings prior to 1929 provided 
an Opportunity for maiagement to anticipate the fixed costs 
of a period of readjustment or business depression. In- 


THE TAX REVIEW 
SNS SES SS 2 SESE SS I SS ET NESE TE 








NATIONAL INCOME—BUSINESS SAVINGS 1916-1940 
INCORPORATED AND UNINCORPORATED ENTERPRISES — 


Source: National Industrial Conference Board 
Department of Commerce 


Millions of Dollars 

















Realized — Foul a ee 
1916 38,739 2,665 17,488 5,517 
1917 46,376 3,162 21,820 6,854 
1918 | 56,956 5,680 20,009 3,013 
1919 | 62,945 7,427 22,981 4,894 
1920 | 68,434 9,211 19,385 3,029 
1921 56,689 8,866 10,357 | — 3,115 
1922 57,171 7,569 14,758 1,995 
1923 65,662 7,254 17,835 3,401 
1924 67,003 7,826 18,329 2,758 
1925 70,051 7,892 21,323 4,486 
1926 73,523 8,612 20,586 3,574 
1927 73,966 9,067 19,523 2,227 
1928 75,904 9,349 21,821 3,778 
1929 79,498 | 9,768 22,353 3,472 
1930 72,398 | 10,277 12,004 | — 4,904 
1931 60,203 9,305 2,793 | —10,341 
1932 46,708 8,151 - 1,681 | —11,019 
1933 44,713 7,508 3,272 | — 5,848 
1934 51,560 8,778 7,124 | — 3,499 
1935 56,488 9,736 10,320 - 1,711 
1936 65,677 10,528 13,733 | — 660 
1937 69,246 12,547 14,522 |— 903 
1938 63,041 14,100 10,797 | — 2,518 
1939 68,532 13,286 10,8814 67a 
1940 71,900 14,144 12,2438 7508 





1 Earnings after all taxes. 
a Department of Commerce estimates, does not include agriculture. 


creased taxes, external controls and profit limitations in the 
period ahead are likely to be reflected in comparative reduc- 
tions in business savings. Thus, the freedom of manage- 
ment to make similar provisions for inevitable future costs 
is now impaired. The building of adequate reserves 
necessary to meet certain future costs must be supplemented 
by a program that will keep in balance the amount of such 
future costs represented by taxes for those years when 
income will again be inadequate. 


THE INCREASING LEVEL OF FEDERAL TAXES 


Increases in the tax burden give rise to particular con- 
cern when they represent a permanently higher level of 
taxes. This is the significant result of the increases in 
federal taxes. Prior to the commencement of the armament 
program the increase in federal taxes was a direct result of 
the assumption by the Federal Government of the costs of 
many state and local functions, the expanding activities of 
the Federal Government and the increased costs incident to 
a change in governmental philosophy. To the extent that 
this increase is related to production and income it repre- 
sents an added element in current costs and places limits 
on the corporation’s ability to build reserves. To the extent 
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that the increase has created a permanently higher level it 
represents an increase in the fixed costs for which the 
corporation must provide. 


In a nontechnical sense, with the exception of the capital 
stock tax, the permanent taxes imposed directly on business 
are of the progressive or production type, the amount 
being dependent to a large degree upon income and em- 
ployment. This is only relatively true, however, of taxes not 
based on net income or its incidents, for there is a point 
below which they will not decline. Both relatively, as a 
proportion of income, and actually, in terms of totals, 
federal taxes are now at a higher level. 


THE INFLEXIBLE Costs REPRESENTED BY 
STATE AND LOCAL TAXES 


In terms of the long-range problems they raise it is the 
taxes of a fixed character that may give the most serious 
concern to management. Among these fixed tax costs the 
state and the local taxes stand out as the largest items. 


Since the imposition of the new federal taxes, the ratio 
of the state and local taxes to the total is naturally lower, 
but the amounts of such taxes have not declined. 


State and local taxes show an increase of 164% in the 
decade from 1913 to 1922 and a steady rise thereafter 
until 1930. Despite the tremendous drop in business in- 
come in the thirties, total state and local tax collections 
dropped below $6 billion only in 1933 and 1934. Com- 
mencing with 1937, they have been higher each year than 
ever before. This occurred despite huge federal subsidies 
and grants. 


Future Impact of State and Local Taxes 


In an effort to appraise the probable trend of future state 
and local taxes, it is relevant to observe trends in the 
expenditures and taxes of state and local units of govern- 
ment in the decade which included the years of the last 
war. The decade selected is that from 1913-1922. These 
were generally years of expanding production, parallelled 
by expanding activities of government and years of infla- 
tion. Expenditures, taxes and debt mounted to new highs. 
Total state and local expenditures increased from $2.2 
billion to $5.8 billion,! or 160%. Tax collections in- 
creased 164% and debt 118% in the same period. 


FEDERAL TAXES COLLECTED FROM BUSINESS 
FISCAL YEARS 1930, 1934 AND 1940 


Source: U. S. Treasury Department 











Thousands of 

aa ; 7 Type of Tax | 1930 
General corporation taxes and special business taxes ....... 1 263,461 
1,263,414 


COROCRLIRD HECONTIS TAK inna en seeesessenevremssenemeronosnonnernennoe | 
I I ON a cecsstnsnissitesinnncsntoeninrteneininoeiern = 
UNA RU TRIE assess sensei 47 
Transportation of oil by pipe line 
Taxes collected from business but not usually classified 

ES SEES LE RLNG Ra ese Ne tre Ee 1,136,265 

MON RMI ccsnnissscsctcosisicicccorsanscecrsrcens PT a reais 450,339 

SSL LIER OT RE | 11,695 

SSERINYI AICS seca ssnsiscssssernsecn ‘ie wee Aitkin aan 77,729 
Manufacturers’ excise taxes: 

Gasoline and pennenting PTE ces er ce ee 
Payroll taxes on employers ea es aac tinace meu! || saad 
Agricultural cece’ taxes nantes unjust enrich- 

oS PAs OE ee 
Other processing taxes: 

On crude petroleum and coconut oils ...... nueeiae, otis 

SS en ZOEY Gee eae 
RN siecthicce tare greta ctininioctowceceecceiciocincces ¥ seated 
Bituminous Coal Act of. 1937 . 

Taxes collected from business for which business acts 

ae IN NE cs asses sesncinipecsntansicrsonssieunctashcoecctinen 4,231 
Communications .........0.00 
Admissions _ ........ iaibisecisaeialnackindiaisntaigenkcoliasiena 4,231 
Lease of safe deposit he Ad ee i x6 
Payroll taxes on eee Sr ioe kack 
UNTO etek re SS ae Bn goeatia 
Tax on checks, LI ARI ARM 


a 403, 957 




















Dollars 
| 1934 | 1939 1940 
490,694 | 1,287,755 1,283,306 
397,516 1,122,541 1,120,582 
2,631 27,056 18,474 
80,168 127,203 132,739 
10,379 10,955 11,511 
1,827,845 2,453,012 2,640,540 
425,169 580,159 608,518 
258,911 587,800 624,253 
66,761 41,083 38,681 
227,830 237,516 257,419 
162,208 159,375 189,669 
ae 420,798 469,822 
371,428 6,683 8,536 
iat ot, 27,771 22,744 
pee 65,414 68,145 
315,543 323,096 352,356 
raRneH 3,317 4,162 
128,192 365,181 413,944 
19,251 24,094 26,368 
14,613 19,471 21,888 
2,716 1,981 1,989 
oe. 319,631 363,699 
a 
41.383 4 








4,341,555 





4,105,948 





2,446.731 
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This trend to increase expenditures continued through- 
out the decade of the 1920’s and in 1930, the total amount 
spent by state and local governments was $8.8 billion. 
Debt, too, had increased to $18.0 billion. Difficulties en- 
countered by local governments in raising sufficient funds 
from tax revenues in the early years of the depression 
resulted in the assumption of some of the costs of local 
government by state governments and to a greater extent 
by the Federal Government. The result was an increase in 
both state and federal taxes and a large increase in the 
federal debt. 


It is significant that the expenditures of state and local 
units have continued to increase and preliminary estimates 
for 1940 show an all-time high of $9.8 billion exclusive 
of unemployment compensation payments. 


The threat of a continuing growth of the state and local 
tax burden on business is present in the many elements 
which parallel those of the years after 1916. These elements 
are: first, a continuing trend to higher state and local 
governmental costs and taxes; and second, actual price 
inflation. Among the new factors is the vast expansion of 
the federal debt which will make it more difficult again to 
postpone the costs of both normal and emergency activities 
in a period of depression through the expedient of bor- 
rowing. 


Absorption of new taxes should not present a serious 
problem during the years of expanding activity. Their 
immediate effect is likely to be one of restricting the ability 
of the corporation to set aside reserves for future needs. 
Difficulties of a serious nature would arise, however, in a 
period of readjustment or a cyclical period of lowered pro- 
duction. In another such period it may well be that the 
costs of state and local government will have to be met 
from the state and local taxes. The temporary escape pro- 
vided by a shift of the costs to the Federal Government 
which characterized this most recent period may not again 
be possible. 


The future problems of state and local taxation may be 
summarized as: (1) continuing increases in taxes of state 
and local governments, though at a less rapid pace, despite 
huge outlays of federal funds; (2) the threat of increased 
costs of normal activities due to inflationary tendencies such 
as occurred during the years of the World War and in the 
years that followed; (3) a huge increase in the federal debt 
which may make it necessary for state and local govern- 
ments to pay these costs from state and local taxes even 
through a period of business depression; and (4) a drying 
up of sources of specific tax revenues which may result in 
the levying of higher taxes on remaining sources. 


THE NEED FOR A PROGRAM OF TAX REVISION 


The effect of an increase in the tax burden on business 
is a matter which gives serious concern to management. 


THE TAX REVIEW 
ee SE EE a SL I I TS TILE TT ETT ER I IE ST TOTTI TEE TE ITT PEE IET 





‘© 








TAX COLLECTIONS IN THE UNITED STATES 
FISCAL YEARS 1913 AND 1922-1940 


Source: U. S. Treasury Department, Bureau of the Census, 
National Industrial Conference Board; state taxes 
for 1938 and local taxes for 1938, 1939 and 1940 
are preliminary estimates by the Tax Foundation. 


Millions of Dollars 





Total State; 
and Local State Local 

















9,059 | 3,337 | 5,722 


Year | Total | Federal? 

1913 2,187 668 1,519 300 1,219 
1922. | 7,502 3,487 4,015 858 3,157 
1923 | 7,234 3,032 4,202 917 3,285 
1924 7,812 3,193 | 4,619 | 1,017 3,602 
1925 | 7,884 2,966 | 4,918 | 1,107 3,811 
1926 | 8,605 3,207 | 5,398 | 1,264 4,134 
1927 | | 1,35% 4,367 
1928 | 9,342 3,194 6,148 | 1,507 4,641 
1929 | 9,759 3,328 6,431 | 1,612 4,819 

| 





1930 10,266 3,468 | 6,798 1,730 5,018 
1931 9,300 2,717 6,583 | 1,778 4,805 
1932 8,146 | 1,788 6,358 | 1,642 4,716 
1933 | 7,500 | 1,785 5,715 1,505 4,210 
1934 | 8,771 2,890 5,881 | 1,721 4,160 
1935 | 9,730 3,545 | 6,185 | 1,886 4,299 
1936 | 10,505 3,845 | 6,660 2,370 4,290 
19364 | 10,472 | 3,845 | 6,627 2,338 | 4,289 
1937 12,503 5,028 7,475 | 3,105 4,370 
19374 | 11,902 | 4,775 | 7,127 | 2,759 4,368 


1938 14,072 | 5,934 8,138 | 3,595 4,543 
19384 | 12,651 | 5,220 | 7.431 | 2,893 4,538 
1939 13,677 | 5,412 | 8,265 | 3,609 | 4,656 
19394 | 12,131 4,672 7,459 | 2,810b | 4,649 
1940 14,341 5,566 | 8,775 | 3,875 4,900 
19404 | 12,648 | 4,727 | 7.921 | 3.028 | 4,893 














1 Federal tax collections less refunds. 

a Exclusive of employment or pay roll taxes. 

b An estimated $275 million of local shares were deducted from state tax 
collections for 1939. 


It must be weighed with the concomitant effects of ad- 
vancing wages and increases in the prices of raw materials 
and services. A curtailment of profits, hence of business 
savings, during a period of expanding business activity is 
an immediate result of such increased costs. 


Added to the problems created by these real and potential 
increases in the costs of business are the wholly new ones 
imposed by external factors, previously noted, which re- 
strict the control that management may exercise over both 
those costs and the means of providing for their payment. 
While faced with the necessity of providing for present 
increases in costs, management no longer has the power of 
free execution of long-term policies that would minimize 
the severity of their impact in years when they cannot be 
met from current earnings. These new obstacles to the 
execution of long-range methods compel consideration of 
alternative policies which, if undertaken in active years, 
will minimize the effect of heavy costs in inactive ones. 


It was previously pointed out that the taxes of industry 
may be classified broadly as either of the generic type or 
of a fixed type. By “taxes of the generic type” are meant 
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those which affect all industry in much the same manner 
and are related in varying degrees to production, income 
and employment. By ‘‘taxes of the fixed type’’ are meant 
property taxes and others of a character which vary little 
from year to year and represent inflexible costs that must 


be paid each year. 


Increases in taxes of the generic type on the earnings of 
the business create many long-term problems. It is not meani 
to minimize these. The provisions of tax laws do not al- 
ways give adequate consideration to inherent differences of 
industries. Such failure has resulted in serious discrimination 
against certain industries. To the extent that general tax 
laws result in an unequal distribution of the tax load a 
program by those industries similarly affected will call 
attention to such resulting discrimination. 


It is the taxes of a fixed type, however, which are the 
more direct concern of particular business enterprises and 


because of their inflexible nature produce the most severe 
impact in years when operations are curtailed. To a very 
large extent these are made up of state and local taxes. 


Each state and each subdivision presents a separate 
problem. An analysis of those factors which determine the 
character and amount of these fixed tax charges is required 
in the formulation of a sound program for tax revision. 
Through the facilities of local and state taxpayer organiza. 
tions and governmental research organizations it is possible 
for a program for revision to be made effective. 


Fortunately, the formulation of such a long-range policy 
is still within the scope of management. Difhculties which 
prevent the free execution of traditional policies for an- 
ticipating future costs are not encountered here. By means 
of a broad program for revision it should be possible for 
business to minimize the harmful effects of such fixed 
tax costs. 
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